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INTRODUCTION TO

THE SECOND EDITION OF
MAN, EcoNoMY, AND STATE
WITH POWER AND MARKET

MURRAY ROTHBARD BEGAN WORK ON this magnum opus on Jan-
uary 1, 1952.1 On May 5, 1959 Rothbard wrote to his mentor,
Ludwig von Mises, informing him, “E finito!”2 The more than
seven years that it took Rothbard to complete Man, Economy,
and State elapsed during, what was up to that time, one of the
most sterile and retrogressive decades in the history of scientific
economics, dating back to the birth of the science in the sys-
tematic treatise of Richard Cantillon published in 17553 In

The Introduction draws substantially on the information and
resources found in the Murray N. Rothbard Papers. The Rothbard
Papers are currently held at the Ludwig von Mises Institute, Auburn,
Alabama, and include, among other materials, Murray Rothbard’s letters
and correspondence (1940-1994), memos and unpublished essays
(1945-1994), and drafts of published works.

IRothbard to H. Cornuelle, June 28, 1952; Rothbard Papers.

ZRothbard to Mises, May 5, 1959; Rothbard Papers. In English, “It is
finished.”

3Richard Cantillon, Essai sur la Nature du commerce en Général, ed. and
trans. Henry Higgs (New York: Augustus M. Kelley, 1964).
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xx Man, Economy, and State with Power and Market

view of the progressive degeneration of economic thought
throughout the 1950s, the eventual publication of Rothbard’s
treatise in 1962 was a milestone in the development of sound
economic theory and an event that rescued the science from
self-destruction.

The era of modern economics emerged with the publication
of Carl Menger’s seminal work, Principles of Economics, in 1871.
In this slim book, Menger set forth the correct approach to the-
oretical research in economics and elaborated some of its imme-
diate implications. In particular, Menger sought to identify the
causal laws determining the prices that he observed being paid
daily in actual markets.* His stated goal was to formulate a real-
istic price theory that would provide an integrated explanation
of the formation of market phenomena valid for all times and
places.’ Menger’s investigations led him to the discovery that all
market prices, wage rates, rents, and interest rates could ulti-
mately be traced back to the choices and actions of consumers
striving to satisfy their most important wants by “economizing”
scarce means or “economic goods.” Thus, for Menger, all

4Carl Menger, Principles of Economics, trans. James Dingwall and Bert
E. Hoselitz (New York: New York University Press, 1981). Menger had
worked as an economic journalist and market analyst for daily newspapers
on and off for over a decade. For an overview of Menger’s life and
thought see Joseph T. Salerno, “Carl Menger: The Founding of the Aus-
trian School,” in Randall G. Holcombe, ed., 15 Great Austrian Economists
(Auburn, Ala.: Ludwig von Mises Institute, 1999), pp. 71-100 and the
sources cited therein.

5Thus in his Preface to the book, Menger (Principles, p. 49) wrote,

I have devoted special attention to the investigation of the
causal connections between economic phenomena involving
products and the corresponding agents of production . . .
for the purpose of establishing a price theory based upon
reality and placing all price phenomena (including inter-
est, wages, ground rent, etc.) under one unified point of
view. . . . (Emphasis added)
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prices, rents, wage, and interest rates were the outcome of the
value judgments of individual consumers who chose between
concrete units of different goods according to their subjective
values or “marginal utilities” to use the term coined by his stu-
dent Friedrich Wieser. With this insight was born modern eco-
nomics.

Menger’s causal-realist approach to economic theorizing
quickly began to attract outstanding followers both in Austria
and, later, throughout Continental Europe and the Anglophone
countries. What came to be called the “Austrian School” grew
rapidly in prestige and numbers and by World War I theoreti-
cal research based on the causal-realist approach was considered
the cutting edge of economic science. For various reasons, the
school suffered an amazingly rapid decline, especially in Great
Britain and the United States but also in Austria, after the war.
By the 1920s, the causal-realist approach had been overshad-
owed by the partial equilibrium approach of Alfred Marshall in
Great Britain, the U.S., and even parts of Continental Europe.
Its star fell further with the importation of the mathematical
general equilibrium approach of Léon Walras into the English-
speaking world in the early 1930s. A little later Menger’s
approach was nearly buried by the Keynesian Revolution.
Hence, by the advent of World War "Two there ceased to be a
self-conscious, institutionally-embedded network of economists
actively engaged in teaching and research in the Mengerian tra-
dition.¢

After World War 1II, a new and stifling orthodoxy known as
the “neoclassical synthesis” had descended upon economics,
especially in the United States. This so-called “synthesis” was
actually a hodgepodge of the three disparate approaches that

For the factors underlying the rise and decline of the early Austrian
School, see Joseph T. Salerno, “The Place of Mises’s Human Action in the
Development of Modern Economic Thought,” Quarterly Journal of Aus-
trian Economics 2, no. 1 (Spring 1999): 35-65.
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had overwhelmed the Mengerian causal-realist approach in the
interwar period. It jumbled together the Marshallian and Wal-
rasian approaches to price determination with Keynesian
macroeconomics. The first two approaches focused narrowly
on analyzing the determination of unreal, equilibrium prices
either in single markets (partial equilibrium) or in all markets
simultaneously (general equilibrium). Keynesian macroeco-
nomics denied the efficacy of the price system altogether in
coordinating the various sectors of an economy confronted with
the “failure of aggregate demand.” This latter condition was
supposed to have caused the Great Depression and was further
alleged by Keynes and his followers to be an endemic feature of
the market economy. The neoclassical synthesis thus pro-
claimed that the price system worked efficiently to allocate
scarce resources only if the government deftly employed fiscal
and monetary policies to maintain a level of aggregate demand
or total spending in the economy that was sufficient to absorb a
tull employment level of output.

This new orthodoxy also promoted hyper-specialization
and a corresponding disintegration of economic science into a
clutter of compartmentalized sub-disciplines. Even the theoret-
ical core of economics was now split into “microeconomics” and
“macroeconomics,” which had seemingly very little connection
to each another. Specialized journals proliferated and resulted
in a radical change in the research culture, with a premium on
the writing and reading of the latest journal articles. The few
books that were published were technical monographs or
dumbed-down textbooks; the era of the great systematic treatise
on economic theory was at a close.”

7Indeed, in the Preface to this treatise, Rothbard laments the demise
of “the old-fashioned treatise on economic ‘principles’ ” after World War
One and the ensuing progressive disintegration of economics, including
economic theory, into compartmentalized sub-disciplines. On the factors
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Almost the sole holdout against this intellectual revolution
was Ludwig von Mises. With the publication in 1940 of Nation-
alokonomie, the German-language forerunner of Human Action,
Mises single-handedly recovered and greatly advanced the sys-
tem of causal-realistic economic theory.8 In particular, he inte-
grated Mengerian value and price theory with his own earlier
restatement of monetary theory. In addition, he provided a rig-
orous foundation for the entire system of economic theory in a
broader science of human action that he himself had expounded
in earlier works and now further elaborated. This science of
human action he now dubbed, “praxeology.” Unfortunately,
Mises’s great treatise was almost completely ignored by the
postwar economics profession.” However, while it failed to
inspire an immediate renewal of the Mengerian scientific move-
ment, Human Action did lay the foundations for its later revival.
This revival was to be ignited by the publication of Man, Econ-
omry, and State in 1962.10

that exacerbated this fragmentation of economics after World War Two,
see Joseph T. Salerno, “Economics: Vocation or Profession,” Ludwig von
Mises Institute Daily Article (November 17, 2004), available at
http://mises.org/story/1676.

8Ludwig von Mises, Human Action: A Treatise on Economics, Scholar’s
Edition (Auburn, Ala.: Ludwig von Mises Institute, 1998).

90n the reasons for this, see Salerno “The Place of Mises’s Human
Action,” pp. 59-761. The books that molded postwar economics were cut
from a completely different cloth than Mises’s treatise and dealt primarily
with the formal techniques, rather than the substance, of economic the-
ory. These included, especially: J.R. Hicks, Value and Capital: An Inquiry
into Some Fundamental Principles of Economics Theory, 2nd ed. (New York:
Oxford University Press, 1946); Paul A. Samuelson, Foundations of Eco-
nomic Analysis (Cambridge, Mass.: Harvard University Press, 1947); and
George J. Stigler, The Theory of Price (New York: Macmillan, 1947).

10Rothbard’s central role in the modern revival of Austrian econom-
ics is detailed in Joseph T. Salerno, “The Rebirth of Austrian Econom-
ics—In Light of Austrian Economics,” Quarterly Journal of Austrian Eco-
nomics 5, no. 4 (Winter 2002): 111-28.
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When Rothbard initiated work on what would turn out to
be a full-blown treatise, he conceived of the project as a book
suitable both for lay readers and for college instruction that
would bring “to the surface and [clarify] the step-by-step
nature of the edifice which Mises had constructed but more or
less had taken for granted that his readers would under-
stand.”!! This was necessary because Human Action was
addressed to a scholarly audience, and Mises had accordingly
assumed a great deal of familiarity among his readers with many
of the concepts and theorems of what he called “modern sub-
jectivist economics.” Thus Rothbard intended “to do for Mises,
what McCulloch did for Ricardo,” that is, to make his work
comprehensible to an intelligent lay readership.12

But Rothbard quickly realized that his original plan was
flawed and had to be abandoned for three reasons. First the tra-
ditional textbook format was too disorganized in its arrange-
ment and treatment of various topics to accommodate the
development of economic theory in the logical step-by-step
manner that Rothbard had envisioned. As such, it was inade-
quate to convey a “sense of the grand sweep, of the coherent
system integrating and pervading all aspects of sound economic
doctrine.”3 Second, Rothbard discovered that there existed “a
lot of gaps” in Mises’s “economic organon” that he had to “fill
in” himself.1* In addition, Rothbard’s step-by-step deductions
led him to the conclusion that Mises’s theory of monopoly,
which was held by most economists in the Mengerian tradition,
was irreparably flawed and had to be completely revised. The
book was thus turning out “to involve a good deal of original

HRothbard to H. Cornuelle, June 28, 1952; Rothbard Papers.

12Rothbard to H. Cornuelle, March 14, 1951; Rothbard Papers. “What
McCaulloch did for Ricardo” refers to John Ramsay McCulloch’s Principles
of Political Economy (New York: Augustus M. Kelley, [1864] 1965).

3 Ibid.
14Rothbard to R. Cornuelle, August 9, 1954; Rothbard Papers.
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contribution” on Rothbard’s part. Third, as he proceeded in
writing the book, Rothbard was concurrently researching the
literature and reading widely, and he began to realize that
Human Action had emerged from a very broad tradition that
included many more economists than just Mises and his famous
predecessors and direct protégés (e.g., Friedrich A. Hayek) in
the native Austrian School. Moreover, as Rothbard read and
wrote it became increasingly clear to him that the various
strands of this theoretical tradition, which included many
important American and British contributions in addition to the
great Austrian works, had not yet been completely integrated
and their principles fully delineated in a systematic treatise.
Accordingly, Rothbard concluded, “many essential points must
be deduced originally or with the help of other works” and
therefore “the book cannot simply be a paraphrase of Human
Action.”15 Rothbard’s proposed book was thus transformed, in
the very process of its writing, from a straightforward exposi-
tion of the principles of received doctrine of the Austrian
School narrowly conceived to a treatise elaborating a complete
system of economic theory and featuring many original, and
even radically new, deductions and theorems.

Mises himself immediately recognized the profound origi-
nality and significance of Rothbard’s contribution. In his review
of Man, Economy, and State, Mises wrote that Rothbard

joins the ranks of eminent economists by publishing
a voluminous work, a systematic treatise on econom-
ics. . . . In every chapter of his treatise, Rothbard . . .
adopt[s] the best teachings of his predecessors . . . and
add[s] to them highly important observations. . . .16

I5Rothbard to H. Cornuelle, June 28, 1952; Rothbard Papers.

16Ludwig von Mises, “Man, Economy and State: A New Tieatise on Eco-
nomics,” in idem, Economic Freedom and Interventionism: An Anthology of
Articles and Essays, ed. Bettina Bien Greaves (Irvington-on-Hudson, N.Y.:
The Foundation for Economic Education, 1990), pp. 155-56.
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Mises went on to characterize Rothbard’s work as

... an epochal contribution to the general science of
human action, praxeology, and its practically most
important and up-to-now best elaborated part, eco-
nomics. Henceforth, all essential studies in these
branches of knowledge will have to take full account
of the theories and criticisms expounded by Dr.
Rothbard.17

Given Mises’s exacting scholarly standards and his well-
known parsimony in paying compliments for scientific contri-
butions, this is high praise indeed for a book published by a
thirty-six year old economist.!8 More importantly, Mises evi-
dently viewed Rothbard’s work as opening a new epoch in mod-
ern economic science.

Rothbard himself was not reluctant to indicate the respects
in which he considered his treatise to have been a departure
from or an advance upon Mises’s work. Foremost, among Roth-
bard’s theoretical innovations was his formulation of a complete
and integrated theory of production. Previously, production
theory in causal-realist analysis was in disarray and had con-
sisted of a number of independent and conflicting strands of
thought that treated capital and interest, marginal productivity
theory, rent theory, entrepreneurship and so on in isolation.
Somewhat surprised by this yawning gap in production theory,
Rothbard commented:

Mises has very little detail on production theory, and
as a consequence it took me many false starts, and lots
of what turned out to be wasted effort, before I

171bid., pp. 156-57.

18The following statement is indicative of Mises’s attitude in this
respect: “There never lived at the same time more than a score of men
whose work contributed anything essential to economics” (Mises, Human
Action, p. 869).
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arrived at what satisfied me as a good Production
Theory. (It’s involved emancipation from 90 percent
of current textbook material.)!?

In Man, Economy, and State, Rothbard elaborates a unified
and systematic treatment of the structure of production, the
theory of capital and interest, factor pricing, rent theory, and
the role of entrepreneurship in production. Furthermore, pro-
duction theory is presented as part of the core of economic
analysis and covers five of the book’s twelve chapters and
approximately 30 percent of its text. One of Rothbard’s greatest
accomplishments in production theory was the development of
a capital and interest theory that integrated the temporal pro-
duction-structure analysis of Knut Wicksell and Hayek with the
pure-time-preference theory expounded by Frank A. Fetter and
Ludwig von Mises. Although the roots of both of these strands
of thought can be traced back to Bohm-Bawerk’s work, his
exposition was confused and raised seemingly insoluble contra-
dictions between the two.20 They were subsequently developed
separately until Rothbard revealed their inherent logical con-
nection.

Despite Mises’s lavish praise for the book as an epochal leap
forward in economic science as well as general recognition
among many adherents, observers, and critics of the contem-
porary Austrian movement that Man, Ecomomy, and State is
indeed a foundational work in the renaissance of modern Aus-
trian economics, there are two crucial questions regarding the
book that, surprisingly, have never even been addressed, let

19Rothbard to R. Cornuelle, memo: “Textbook or Treatise?”; Roth-
bard Papers.

20Tn Human Action, Mises avoided a deep analysis of the time-span-
ning structure of production, perhaps because he associated it with the
concept of the backward-looking “average period of production” in
Bohm-Bawerk’s work which he criticized (Mises, Human Action, pp.
485-86).
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alone resolved. The first question relates to the precise sense in
which Rothbard’s treatise can be described as a work in “Aus-
trian economics” and how Rothbard himself conceived the con-
nection between his treatise and this body of received doctrine.
The second question concerns Rothbard’s perception of the
relationship of the theoretical system expounded in his treatise
and the neoclassical synthesis of the 1950s. As we shall see, the
answers to these questions are not only surprising but are preg-
nant with implications for interpreting recent developments in
Austrian economics and evaluating its future possibilities and
prospects.

Before addressing the question of the doctrinal filiation
between Man, Economy, and State and Austrian economics, it is
instructive to examine Mises’s attitude toward the Austrian
School because it is not as straightforward as is generally sup-
posed and it clearly influenced Rothbard’s view. As early as
1932, Mises had argued that all the essential ideas of the Aus-
trian School of economics had been absorbed into the main-
stream of what he called “modern subjectivist economics.”?!
According to Mises,

the Austrian and the Anglo-American Schools and
the School of Lausanne . . . differ only in their mode
of expressing the same fundamental idea and . . . are
divided more by their terminology and by peculiari-
ties of presentation than by the substance of their
teachings.??

Now admittedly this opinion was delivered at an economics
conference in Germany that was heavily attended by the still
influential remnants of the German Historical School who were

21Mises, Human Action, p. 3.

22 udwig von Mises, Epistemological Problems of Economics, 3rd ed.
(Auburn, Ala.: Ludwig von Mises Institute, 2003), p. 228.
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antagonistic to economic theory of all kinds. It certainly can be
reasonably argued that, given this venue, Mises’s remarks were
intended as a generic defense of theoretical research in eco-
nomics. In fact, a year earlier Mises had written,

Within the field of modern economics the Austrian
School has shown its superiority to the School of
Lausanne and the schools related to the latter, which
favor mathematical formulations, by clarifying the
causal relationship between value and cost, while at
the same time eschewing the concept of function,
which in our science is misleading.?3

In spite of the foregoing caveat, Mises continued to maintain
that the label “Austrian School” was an anachronism, arguing in
the last publication of his career in 1969, that the Austrian
School constituted a closed chapter in the history of economic
thought from about the time of Menger’s death in 1921. By that
time, according to Mises,

all the essential ideas of the Austrian School were by
and large accepted as an integral part of economic
theory . . . [and] one no longer distinguished between
an Austrian School and other economics. The appel-
lation “Austrian School” became the name given to
an important chapter of the history of economic
thought; it was no longer the name of the specific sect
with doctrines different from those held by other
economists.24

As noted, Mises used the term “modern subjectivist eco-
nomics” to describe the new synthesis of theoretical approaches
that he believed had begun to emerge in the 1920s. There are

23 1bid., p. 175.

24Ludwig von Mises, The Historical Setting of the Austrian School of Eco-
nomics, 2nd ed. (Auburn, Ala.: Ludwig von Mises Institute, 1984), p. 41.
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two problems with this label, which may explain Mises’s
ambivalent attitude toward the inclusion of the Marshallian and
Lausanne Schools under its head. First, by World War I most
theoretical economists at least paid lip service to some version
of subjective-value theory, so that subjectivism was no longer a
distinguishing characteristic of a unique approach to theoretical
research. Second, as we have seen in our own time, the term
subjectivism is a notoriously elastic term that can be stretched
to denote even the nihilistic approach to economic theory
famously propounded by George Shackle, the later Ludwig
Lachmann, and a number of post-modernist and hermeneutical
economists.2’

Rothbard evidently followed Mises in construing the term
“Austrian School” as the designation for an important move-
ment in the history of economic thought. In the text of Man,
Economy, and State, Rothbard uses the terms “Austrian” or “Aus-
trian School” at least ten times enclosed in quotation marks, as
he naturally would if he were referring to a movement that had
only historical significance to the contemporary reader. The
few times he uses these terms without quotation marks, they
clearly refer to historical doctrines or controversies such as “the
Austrian-Wicksteedian theory of price” or the Austrian School
versus Alfred Marshall on the relationship between prices and
costs. The single time that Rothbard mentions “Austrian” in his

25For an overview and critique of this nihilist turn in economics, see
David Gordon, Hermeneutics Versus Austrian Economics (Auburn, Ala.:
Ludwig von Mises Institute, 1986), available at http://mises.org/
etexts/hermeneutics.asp; Hans-Hermann Hoppe, “In Defense of
Extreme Rationalism: Thoughts on Donald McCloskey’s The Rbetoric of
Economics,” Review of Austrian Economics 3 (1989): 179-214, available at
http://mises.org/journals/rae/pdf/RAE3_1_16.pdf; and Murray N. Roth-
bard, “The Hermeneutical Invasion of Philosophy and Economics,” in
idem, The Logic of Action Two: Applications and Criticism from the Austrian
School (Lyme, N.H.: Edward Elgar, 1997), pp. 275-93.
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Preface to the first edition, he does so in the phrase “the ‘Aus-
trian’ economists,” placing the word in quotation marks and
using it in a sentence featuring verbs in the past tense.26

This textual exegesis is not meant to imply that Rothbard did
not consider his work as continuing the great tradition origi-
nated by the early Austrian economists. Indeed Rothbard wrote
of

the myth among economists that the Austrian School
is effectively dead and has no more to contribute and
that everything of lasting worth that it had to offer
was effectively stated and integrated in Alfred Mar-
shall’s Principles.2’

Rather, the point is that Rothbard’s goal was to recover and
advance a much broader doctrinal tradition, for which Menger’s
and Bohm-Bawerk’s works were indisputably the taproot. Thus
in his Preface, Rothbard stated, “This book, then, is an attempt
to fill part of the enormous gap of 40 year’s time.”?8 The “gap”
Rothbard is here referring to separates the publication of Man,
Economy, and State and that of the last three systematic econom-
ics treatises to appear in English, by Philip Wicksteed (1910),
Frank Fetter (1910), and Frank Taussig (1911).29 The treatises

26Rothbard, Man, Economy, and State, p. xcii.

27]bid., p. 357.

28]pid., p. xciii.

29Philip H. Wicksteed, The Common Sense of Political Economy and
Selected Papers and Reviews on Economic Theory, ed. Lionel Robbins, 2 vols.
(New York: Augustus M. Kelley, 1967); Frank A. Fetter, The Principles of
Economics with Applications to Practical Problems (New York: The Century
Co., 1910); EW. Taussig, Principles of Economics, 2 vols. (New York: The
Macmillan Company, 1911). Rothbard did not consider Huzman Action an
“old-style Principles” because “it assumes considerable previous eco-
nomic knowledge and includes within its spacious confines numerous
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of Wicksteed and Fetter in particular were in what Rothbard
called “the praxeological tradition.” Their procedure, like his
own, was “slowly and logically to build on the basic axioms an
integrated and coherent edifice of economic truth.”30 The main
reason that his treatise contains numerous references to the his-
torical Austrian school was because Rothbard judged the mem-
bers of this school to have “best perceived this method and used
it most fully and cogently. They were the classic employers, in
short, of the ‘praxeologic’ method.”3!

In contrast to Mises’s “modern subjectivist economics,”
Rothbard’s reference to the “praxeologic method” drew a
bright line between those who employed Menger’s procedure
in logically deducing economic laws from a few basic facts of
reality and those who did not. “Praxeology” was Mises’s explicit
and self-conscious elaboration of this venerable procedure for
discovering the causal laws governing market phenomena. The
early Austrian School and their followers, and even some of the
better classical economists, had used this research method
without being fully aware of it. The praxeological method
begins with the self-evident reality of human action and its
immediate implications. It then introduces other empirical
postulates that reflect the concrete conditions of action from
which emerge the historically specific market phenomena that
the economist seeks to analyze. It is, therefore, necessarily
about real things. It is for this reason that it has no use for fic-
tions and figments like the “representative firm,” “the perfectly
competitive market,” or “the social welfare function”; nor does
it concern itself with the existence, uniqueness, and stability of
general equilibrium.

philosophic and historical insights” (Rothbard, Man, Econonry, and State,
P. Xciil).

30Rothbard, Man, Economy, and State, p. xciii.

311bid., p. xcii.
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The highly selective use that the praxeological method
makes of imaginary constructs has a single aim: the systematic
elaboration of a unified body of theory comprising meaningful
propositions about the causes of economic phenomena in the
world as it is, has been, or is likely to be. As Mises put it, the
praxeological method,

.. . studies acting under unrealized and unrealizable
conditions only from two points of view. It deals with
states of affairs which, although not real in the pres-
ent and past world, could possibly become real at
some future date. And it examines unreal and unreal-
izable conditions if such an inquiry is needed for a
satisfactory grasp of what is going on under the con-
ditions present in reality.3?

Mises concluded, “The specific method of economics is the
method of imaginary constructions. . . . [I]t is the only method
of praxeological and economic inquiry.”33

Rothbard took Mises’s dictum seriously and for seven years
immersed himself in employing and perfecting this method in
elaborating an integrated system of economic theory. This
explains why Rothbard identified the use of the praxeological
method, rather than a loose subjectivist orientation, as the hall-
mark and acid test of scientific economics. During the long
period of sustained effort in writing the present volume, Roth-
bard thus became a master practitioner of the praxeological
research method. He not only skillfully used the various imagi-
nary constructs whose nature and specific use Mises had explic-
itly formulated in Human Action, but also devised new ones as
needed to assist in the deduction of new theorems to elucidate
unexplained features of economic reality. 34

32Mises, Human Action, p. 65.
331bid., pp. 237-38.
341bid., pp. 237-57.
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Let us take a detailed example to illustrate Rothbard’s proce-
dure. In confronting the daunting task of untangling and sys-
tematizing causal-realist production theory, Rothbard postu-
lates an imaginary world of specific factors, in which each and
every individual laborer, parcel of land, and capital good is
irrevocably committed to the production of a single product
and cannot be converted to use in any other production
process.3S Rothbard also imagines two variations of this world.
In the first, the cooperating factors in each stage of a given pro-
duction process jointly own the product (i.e., capital good) of
that stage and, since the services of all capital goods are embod-
ied in the final product, therefore all factors jointly own the
final good that is sold to consumers in exchange for money. The
money receipts are then distributed according to the terms of a
voluntary contract among all joint factor owners. In the second
variation, a single capitalist or consortium of capitalists pay the
various factors participating in the amalgamated process in
advance of the sale of the final product on the market and in
exchange receive ownership of the capital goods from every

35While this construct is highly unrealistic, it is not unrealizable like
the evenly rotating economy (ERE), which abstracts completely from
change and uncertainty and is used to analytically isolate interest income
and the capitalist functon which earns it from entrepreneurial profit.
Thus a world in which every factor is suited for one and only one task is
not inconceivable or logically contradictory. In contrast, the ERE is
indeed an unrealizable and self-contradictory construct. It describes a
world in which, for example, the future is known with perfect certainty
but action, which is always aimed at changing the future, occurs; and
agents hold money balances despite the absence of uncertainty regarding
the temporal pattern of their future receipts and expenditures. This is not
to imply that proximity to reality makes one imaginary construct better
or more useful than another; the sole test of a construct’s usefulness is the
aid it gives to thought in deducing the causal laws operating in real mar-
kets.
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stage as well as the stock of final consumer goods and the
money revenue obtained from its sale to consumers.36 In both
variations of the construct, an evenly rotating economy is
assumed in order to abstract from the problems of entrepre-
neurship.

With the assistance of this construct, Rothbard deduces a
number of important theorems and principles of production.
First, in the case of joint ownership of the product by the col-
laborating land and labor factors, there are no independent, pri-
mordial owners of capital goods, which are intermediate goods
in the production process and therefore resolvable into the
labor and land inputs that cooperated in producing them. Sec-
ond, and consequently, all income in production consists of
wages and land rents—capital goods, which are merely way sta-
tions on the path to the final product, do not earn any net rents
for their owners. Third, all cooperating laborers and land own-
ers must wait for their income from the inception of the pro-
ductive process to its termination and the subsequent sale of the
final product to consumers. Therefore, fourth, the size of the
aggregate income of the cooperating factor owners depends
solely and completely on the demand of consumers for their
product. A relative shift in relative consumer demand between
final goods will fall solely and completely on the specific factors
that are involved in the production of the affected products.

Once the capitalist is introduced into this fictitious world, a
fifth principle becomes immediately evident: the function of the
capitalist is to relieve the factor owners of the burden of waiting
for income, as he advances them present money payments from
his accumulated savings for the joint product of their labor and
land services. In exchange for these present wages and rents, the

36For the explanation of this construct and its variations and the elab-
oration of its implications, see Rothbard, Man, Economy, and State, pp.
329-66.
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capitalist receives an interest return on his invested funds,
which is based on time preference and reflects the value dis-
count of the anticipated future monetary revenues he will be
receiving relative to the present money payments he expends on
the factor services. Conversely, the factor owners agree to this
deduction from the full-sale proceeds of their product that is
embodied in their discounted wage and rent payments from the
capitalist, because these present payments unshackle them from
the temporal dimension of the production process. A sixth prin-
ciple is that, even in a world of capitalist ownership of the entire
production process, capital goods still do not generate a net
monetary income for their owners, because the net interest
return obtained by the capitalist-owners is fully derived from
the discount incorporated into the present wages and rents paid
to owners of labor and land factors, who are the only net recip-
ients of incomes in a world without capitalists. Thus wage, rent,
and interest incomes logically exhaust the entire proceeds from
the sale of the final product, leaving no remainder for net pay-
ments to capital goods.37

This analysis of Rothbard’s hypothetical world of purely spe-
cific factors also is pregnant with implications for the role of
subjective costs in production and pricing. Given that specific

37This conclusion of the exhaustion of the income from production
among wages, rents, and interest receipts hold true only under the
assumption that future market conditions are known with certainty.
Once this assumption is dropped and the possibility is admitted of over-
valuation or undervaluation of the complements of specific factors by
capitalist investors, entrepreneurial profits and losses enter the picture.
However, in a world of purely specific factors such profits and losses
would not have an allocative function because, by definition, factors can-
not shift between production processes. More importantly, it becomes
clear that such incomes accrue to the capitalists alone and that, therefore,
in the real world of uncertainty, the functions of capitalist and entrepre-
neur are integrated in the same agent.
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land factors and capital goods have no alternative uses in this
imagined world, an immediate inference is that their use in pro-
duction is “costless” and their respective supply curves perfectly
inelastic. Labor, specific to a particular production process
though it may be, in contrast, is costly to use because it has an
alternative use in the production of “leisure,” which is an
instantaneously producible consumers’ good. Thus, in a world
without capitalists, labor involves the disutility of foregoing
both leisure and present goods. The arrival of capitalists on the
scene reduces, but does not eradicate, the disutility of labor.
These inferences starkly demonstrate the principle that all pro-
duction costs are ultimately and essentially subjective. Leisure
preferences and time preferences thus determine the ultimate
costs of production and these costs are purely subjective and
consist of the valuation of the forgone utilities of the producers
against the anticipated monetary revenues from consumers.
Once these (subjective) producers’ costs have all been incurred,
the stocks of the various kinds of consumers’ goods emerge
from the production process ready for sale to consumers.
Unless their producers have a direct use for the goods, their sale
to consumers is completely costless and their relative prices are
determined solely by the structure of value scale of consumers.
Hence, barring speculation on future price variations, the sup-
ply curves for the various stocks of consumer goods are also per-
fectly inelastic. In sum, “production costs”—that is, the disutil-
ities of labor and waiting that have already been incurred, or the
utilities of leisure and immediate enjoyment that have already
been forgone, by producers—have no role whatever in deter-
mining the prices of the existing stocks of consumers goods.37
Rothbard also wields the fictive construction he formulated
to demolish Marshallian price theory, according to which prices
were determined by two blades of a scissors: the subjective val-
ues of consumers composing one blade while the objective or
real costs of production compose the other blade. While Mar-
shall and his contemporary followers concede that, in the tran-
sient immediate run the subjective-value blade predominates in



XXXV Man, Economy, and State with Power and Market

determining prices, they maintain that in the long-run equilib-
rium, where the permanent tendencies of the economy reveal
themselves, the cost of production blade governs because the
price of every product conforms to its average cost of produc-
tion. Thus Marshallians superficially conclude that costs must
therefore determine prices. However, Rothbard easily demon-
strates that this conformity between price and average cost in
long-run equilibrium or the ERE, which itself is not real but a
useful imaginary construction, is the result of the same princi-
ples governing the determination of the actual prices that
momentarily prevail and at which exchanges take place in real-
world markets. In a world where all factors are purely specific
to a single production process, Rothbard shows that in the long
run, where entrepreneurial errors are absent and profits and
losses have been totally eliminated, the aggregate payments to
all factors cooperating in a given production process are rigidly
governed by and must perfectly correspond to the aggregate
revenues spent on the final product by consumers minus the
interest return to capitalists. Accepting this deduction and
dividing both aggregate revenues and aggregate factor pay-
ments by the quantity of product implies that the direction of
causation of the equality between price and average cost, espe-
cially in the long run, runs from the former to the latter.

Rothbard’s formulation and deployment of this imaginary
world of purely specific factors epitomizes the application of the
praxeological method in theoretical research. As Mises pointed
out,

The main formula for designing of imaginary con-
structions is to abstract from the operation of some
conditions present in actual action. Then we are in a
position to grasp the hypothetical consequences of
the absence of these conditions and to conceive the
effects of their existence.38

38Mises, Human Action, p. 238.
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Thus Rothbard first imagines that in this world all production
processes are owned by the cooperating factors themselves, who
must endure without income until the final product has
emerged and is sold to consumers. By first analyzing the state of
affairs in abstraction from the existence of the capitalist, we are
able to grasp his function of advancing his accumulated savings
to the factors before the sale of the final product and to com-
prehend the nature of his income as a return to time preference,
which has been previously established much earlier in the chain
of praxeological deductions as an immediate inference from the
Action Axiom. In assuming away the capitalist we have also
assumed away monetary costs of production, since the only
money payments are directly from consumers to the joint factor
owners of the final product. This enables us to see that total
monetary costs are essentially determined by and equal to these
total money expenditures by consumers as mediated through
capitalists who have previously advanced present wages and
rents to the factor owners.

In later chapters, Rothbard proceeds to drop the assumption
of purely specific factors and admits varying degrees of speci-
ficity among factors into his analysis. The effects of relatively
nonspecific factors in the production process can now be iden-
tified by investigating how their presence modifies the out-
comes of a hypothetical world of purely specific factors. Since
nonspecific factors can be converted to use in a wide range of
production processes, a relative shift in consumer demand,
ceteris paribus, will alter their allocation while only temporarily
affecting their prices. But the principles already deduced
regarding specific factors still hold sway in this more complex
world and so we are able to conclude that prices of the relatively
specific factors in any process will bear the brunt of the change
in aggregate consumer expenditures on a given final product.
Thus, for instance, in the case of a relative decline of the
demand for diamonds, all other things equal, the capital values
of diamond mines and the wages of highly skilled jewelers will
also decline while the wages of diamond miners and rents of
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electric generators will undergo little change as these nonspe-
cific factors shift to other employments. Furthermore, intro-
duction of nonspecific factors into the analysis will make a large
part of the monetary costs of production appear to be given to
the capitalist-employer of factors independently of the demand
for his particular good. As a result, the capitalist will react to a
change in his costs by adjusting his level of production, just as
he would in the case of a change in the demand for his product.
Hence, in the absence of a long chain of deductive reasoning
utilizing imaginary constructs, 4 /2 Rothbard and earlier Austri-
ans, a superficial view of the matter will render Marshall’s
metaphor of the two blades of the scissors as a plausible repre-
sentation of reality. Without sedulous employment of the prax-
eological method, it would be impossible to conceive that it is
the demands of consumers for the outputs of a wide range of
production processes, as mediated through the bids of capital-
ist-entrepreneurs, as ultimately and exclusively determinative of
the prices of all factors, relatively nonspecific as well as purely
specific.

This praxeological method so masterfully deployed by Roth-
bard had been used, even if implicitly and crudely, as the pri-
mary tool of theoretical research in economics up through the
1930s. However, as Rothbard points out, it was precisely “Mar-
shall’s distrust of ‘long chains of deduction,’”” in addition to “the
whole Cambridge impetus toward” making short-cut assump-
tions designed to make their theory more testable was one of
the factors that led to the gradual breakdown of the praxeolog-
ical method and its replacement by positivism.3Y By the early

39Rothbard, Man, Economy, and State, p. xcii. While Marshall utilized
the method of imaginary constructions, his aversion to lengthy step-by-
step deduction runs afoul of Mises’s warning: that it is “a method very dif-
ficult to handle because it can easily result in fallacious syllogisms. It leads
along a sharp edge; on both sides yawns the chasm of absurdity and non-
sense” (Mises, Human Action, p. 238).



Introduction to the Second Edition xli

1950s the praxeological method and verbal logic had been
eclipsed by positivism and mathematical models. For example,
the leading economist of the postwar era, Paul Samuelson now
maintained that the task of economic theory was to “organize
the facts into useful and meaningful” patterns and in so doing to
provide economical descriptions of complex reality.40 Economic
theorems, then, had to be framed in a manner that was “opera-
tionally meaningful.” According to Samuelson, a meaningful
theorem was “simply a hypothesis about empirical data that
could conceivably be refuted, if only under ideal conditions.”
Whether such a theorem was “false,” or “of trivial importance,”
or even of “indeterminate” validity was not as important to
Samuelson as it being framed as a proposition capable i princi-
ple of empirical refutation.#! For Samuelson, theorems would
thus be embodied and expressed in highly simplified mathemat-
ical models that could be subjected to empirical tests if the data
were available. Since, admittedly, the requisite data were rarely
accessible the most that could be expected from such abstract
models was that they “often point the way to an element of
truth present in a complex situation” and that they “afford tol-
erably accurate extrapolations and interpolations.”* However,
in a retrospective, Samuelson lamented the lack of success of the
crude positive method in economics, writing:

40Paul Samuelson, “My Life Philosophy: Policy Credos and Working
Ways,” in Michael Szenberg, ed., Eminent Economists: Their Life Philoso-
phies New York: Cambridge University Press, 1993), p. 241.

HPaul Samuelson, Foundations of Economic Analysis, 2nd ed. (New
York: Atheneum, 1976), p. 4.

42Paul Samuelson, “International Factor Price Equalisation Once
Again,” in The American Economics Association, Readings in International
Economics (Homewood, Ill.: Richard D. Irwin, 1968), pp. 58; and idem,
“My Life Philosophy,” p. 241.
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When I was 20 . . . I expected that the new econo-
metrics would enable us to narrow down the uncer-
tainties of our economic theories. We would be able
to test and reject false theories. We would be able to
infer new good theories. . . [I]t has turned out not to
be possible to arrive at a close approximation to indis-
putable truth [and] it seems objectively to be the case
that there does not accumulate a convergent body of
econometric findings, convergent on a testable
truth. 3

Of course this does not mean that Samuelson’s faith in the
positivist method was shaken. Rather, it confirmed his prior
belief that truth was multifaceted and therefore “Precision in
deterministic facts or in probability laws can at best be only par-
tial and approximate.”#*

If Samuelson downplayed the attainment of truth as a goal of
theoretical research in favor of the formulation of operationally
meaningful theorems, the other avatar of positivism in postwar
economics, Milton Friedman, jettisoned all references to truth
and realism in assessing the validity of economic theorems.
Rejecting Samuelson’s crude logical positivism, Friedman rev-
eled in the falsity or “unrealism” of a theorem’s assumptions and
offered the seemingly more sophisticated alternative of “falsifi-
cationism,” which was allegedly based on Karl Popper’s philoso-
phy of science.# Friedman’s position was concisely summed up

4 Samuelson, “My Life Philosophy,” p. 243.
HIbid., p. 244

4Milton Friedman, “The Methodology of Positive Economics,” in
idem, Essays in Positive Economics (Chicago: University of Chicago Press,
1970), pp. 1-43. Some methodologists have argued that Friedmanite-
positivist methodology shares little more than vocabulary with Popper’s
philosophy of science. For example, see Lawrence A. Boland, The Foun-
dations of Economic Method (Boston: Allen & Unwin, 1982), pp. 155-96.
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in Mark Blaug’s statement, “No assumptions about economic
behavior are absolutely true and no theoretical conclusions are
valid for all times and places. . . .”46

Despite the formal adherence by most of the profession to
positivist methods during the 1950s, Rothbard’s quest to
recover and reconstruct the edifice of sound economic theory
drove him to scour the contemporary literature for new ideas
and insights as carefully as he had scrutinized the writings of his
predecessors in the causal-realist tradition. Rothbard’s treatise
contains citations from over 150 books, journal articles, confer-
ence proceedings, government documents, dissertations, and
policy and research institute monographs published between
the appearance of Human Action in 1949 and Man, Economy, and
State in 1962.47 Rothbard’s deep engagement with the contem-
porary literature paid off as he discovered that many of these
works contained research that clarified, refined or advanced
causal-realist theory and he eagerly integrated these contribu-
tions into his own work.

For example in his notable development of an explanation of
the firm’s costs and return on investment that sharply deviates
from the Marshallian theory of the firm, Rothbard was heavily
influenced by two neglected articles coauthored by André Gabor
and LF. Pierce on “the Austro-Wicksellian” theory of the firm.48

46Mark Blaug, Economic Theory in Retrospect, 4th ed. (New York: Cam-
bridge University Press, 1986), p. 3.

47Actually some of the references in the present edition are to works
published after 1962, because this volume includes Power and Marker
which was originally written as the third volume of Man, Economy, and
State, but was published separately eight years later. For the story behind
the editorial decision to truncate Man, Economy, and State and publish it
as two volumes and Rothbard’s reaction to it, see Stromberg, pp. lxv—Ixxi.

48André Gabor and LF. Pearce, “A New Approach to the Theory of
the Firm,” Oxford Economic Papers 54 (October 1952): 252-65; idem,
“The Place of Money Capital in the Theory of Production,” Quarterly
Fournal of Economics 72 (November 1958): 537-57.
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Rothbard cites a discussion by the Cambridge economist Roy
Harrod, in addition to a discussion by Bohm-Bawerk, as a
source for his own path-breaking identification of a fourth com-
ponent in the gross business income of the capitalist-entrepre-
neur. This “ownership” or “decision-making” rent is distinct
from and in addition to implicit wages of management, interest
return on invested capital, and pure profit.# In his thorough-
going critique of the theories of perfect and monopolistic com-
petition doctrines and his original formulation of a positive the-
ory of competition as a dynamic process, Rothbard favorably
cites the contributions of a number of his mainstream contem-
poraries including: G. Warren Nutter; Wayne Leeman; Mar-
shall I. Goldman; and Reuben Kessel. Rothbard singles out a
book by Lawrence Abbott published in 1952 titled Quality and
Competition for special praise, characterizing it as “one of the
outstanding theoretical works of recent years.”50,51 Indeed, the
theory of rivalrous competition that Rothbard expounds is
clearly influenced by Abbott’s arguments on the central impor-
tance of the qualitative dimensions of competition.

The fact that theoretical research employing verbal logic and
the praxeological method still remained relatively pervasive
among academic economists even as late as the 1950s highlights
the deep and hardy roots of the causal-realist tradition. Itisalso
accounts for the reason why Rothbard did not yet perceive any

¥Roy Harrod, “Theory of Profit,” in idem, Economic Essays (New
York, Harcourt and Brace & Co., 1952), pp. 190-95. For a detailed dis-
cussion of Rothbard’s concept of decision-making rent and its signifi-
cance for the theories of entrepreneurship and the firm, see Joseph T.
Salerno, “The Entrepreneur: Real and Imagined,” Quarterly Fournal of
Austrian Economics 11 (3).

S0Lawrence Abbott, Quality and Competition: An Essay on Economic
Theory (Westport, Conn.: Greenwood Press, 1973).

SIRothbard, Man, Economy and State, p. 666, fn. 28.
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advantage in appropriating the label “Austrian” to differentiate
his treatise from contemporary economics. In fact, in private
correspondence dated February 1954, Rothbard expressed con-
fidence that mainstream economic theorists could still be drawn
back toward the causal-realist research program and that his
work in progress

will, I believe, command the attention of the profes-
sion as a treatise because of its considerable elabora-
tions in those areas not developed by Mises, its dif-
terences from Mises in such areas as monopoly, bank-
ing ethics, and government . . . and its refutations of
current economic theory.’?

While in retrospect we may be tempted to dismiss Rothbard’s
bold prediction as a burst of youthful optimism, it hardly
reflects the attitude of someone intent on completely breaking
with the prevailing doctrine and founding a heterodox school of
thought.

By the advent of the 1970s, however, mainstream economic
theory had sunk to almost unfathomable depths, degenerating
into a series of loosely related mathematical models which had
little contact with reality. Following the prevailing Friedmanite-
positivist methodology, the tentative “validity”—never the
truth—of these models was putatively established by empiri-
cally testing their ability to predict or, more accurately, “retro-
dict” using the methods of econometrics. The last vestiges of
the Mengerian approach thus disappeared from the curricula of
graduate economics programs and causal-realist theoretical
research was now completely banished from academic journals,
which had become the main, if not the only, research outlet for
mainstream economics.

52Rothbard to R. Cornuelle, memo: “Textbook or Treatise?”; Roth-
bard Papers.
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Around the same time as this sea change in economic theory
and method, there began to coalesce outside the formal institu-
tion of academic economics a new intellectual movement that
was directly inspired by Rothbard’s reconstruction of the causal-
realist theoretical organon in Man, Economy, and State. This
movement comprised mainly graduate students and younger
faculty members associated with U.S. academic institutions who
were disaffected with the orthodox neoclassical synthesis, which
had begun to break down with the failure of the Kennedy-John-
son “New Economic” policies to rein in the Vietnam War infla-
tion and the subsequent emergence of stagflation in the early
1970s.

By the mid-1970s the new movement had grown to such an
extent that the opportunity presented itself to institutionalize
and promote its existence by means of a formal academic con-
ference on Austrian economics, which was held at South Royal-
ton, Vermont, in June 1974. The appellation “Austrian” was
chosen for this new intellectual tendency mainly for strategic
reasons. Since the Rothbardian movement embraced a method
and body of doctrine that now shared very little common
ground with the entrenched positivist orthodoxy, the label at
least provided the movement with a recognizable affiliation
with one of the great streams of early marginalist thought that
had fed into this modern mainstream. The name also instantly
endowed the movement with the great cachet associated with
the well-known names of the founding members of the Austrian
School, such as Carl Menger, Eugen von Bohm-Bawerk, and
Friedrich von Wieser and its later representatives Ludwig von
Mises and Friedrich A. Hayek. The prestige of the “Austrian”
brand name was further enhanced when Hayek became a co-
recipient of the Nobel Prize in economics later in the year. The
term had the additional virtue of identifying the movement’s
general theoretical orientation.

Rothbard and his followers eagerly embraced the new desig-
nation and began to refer to themselves as members or followers
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of the modern Austrian School, which was now positioned as a
heterodox challenger to “mainstream economics.” Despite its
significant short-run strategic virtues, however, branding the
school of thought that coalesced at the South Royalton confer-
ence as “Austrian” has engendered a number of serious prob-
lems in the long run. First, it has come to obscure the extent to
which the modern Austrian School was directly inspired by
Rothbard. Indeed it is no exaggeration to say that a large major-
ity of the thirty or so participants in the South Royalton con-
ference adhered to the body of causal-realist theory elaborated
in Man, Economy, and State. Second, it conceals the fact, noted
above, that in writing this treatise, Rothbard drew from a much
broader range of literature than that emanating from the origi-
nal Austrian School and its direct intellectual descendents.
Third, the label diverts attention from Rothbard’s primary mis-
sion in writing his treatise, which has to purge modern eco-
nomic science of its alien positivist and mathematical formalist
elements and to reconstruct it along consistently causal-realist
lines. It cannot be stated too often or too emphatically that
engineering a radical break from standard economic theory and
establishing a heterodox school of thought that rejected all
forms of equilibrium analysis and the use of imaginary con-
structs was not Rothbard’s purpose in writing Man, Economic,
and State. Indeed, as we have seen, one of Rothbard’s most
important contributions in his treatise is his painstaking expli-
cation of the content and the proper use of fictitious constructs
and imaginary states of the world in deriving meaningful propo-
sitions about the causal determinants of observable economic
phenomena.

The last and perhaps most significant disadvantage of apply-
ing the unqualified term “Austrian” to the post-South Royalton
economics movement is the fact that it fosters a conflation of
the very different and conflicting research programs that have
grown up under this opaque semantic veil. Rothbard recognized
and lamented this state of affairs in the Preface to the revised
edition of Man, Economy, and State published in 1993:
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In fact, the number of Austrians has grown so large,
and the discussion so broad, that differences of opinion
and branches of thought have arisen, in some cases
developing into genuine clashes of thought. Yet they
have all been conflated and jammed together by non-
Austrians and even by some within the school, giving
rise to a great deal of intellectual confusion, lack of
clarity, and outright error. The good side of these
developing disputes is that each side has clarified and
sharpened its underlying premises and world-view. It
has indeed become evident in recent years that there
are three clashing paradigms within Austrian eco-
nomics: the original Misesian or praxeological para-
digm, to which the present author adheres; the
Hayekian paradigm, stressing “knowledge” and “dis-
covery” rather than praxeological “action” and
“choice,” and whose leading exponent now is Profes-
sor Israel Kirzner; and the nihilistic view of the late
Ludwig Lachmann, an institutionalist anti-theory
approach taken from the English “subjectivist” Key-
nesian G.L.S Shackle. (p. xiv)

While this accurately describes the state of Austrian econom-
ics in the early 1990s, the situation has become even more con-
tentious and muddled since then. While the Lachmannian
branch has waned somewhat in influence, a new, wildly eclectic
tendency has developed which proposes to agglomerate indis-
criminately selected elements of Menger, Mises, Hayek, Lach-
mann, Kirzner, and Rothbard with random insights from Adam
Smith’s economics, Public Choice Theory, New Institutional
Economics, transaction costs economics, game theoretic model-
ing, hermeneutical economics, and ethnographic and historical
case studies, all under the rubric of Austrian economics or “good
economics.” Needless to say, the situation is even less satisfac-
tory now than it was when Rothbard penned the passage above.
Those interested in pursuing theoretical research in the Men-
gerian causal-realist tradition are now viewed by the profession,
thanks to the Austrian label, as part of a splintered and feuding
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heterodox movement more interested in discoursing on meta-
economic esoterica or devising “spontaneous-order” explana-
tions for obscure historical episodes than in analyzing the “mun-
dane” issues at the heart of mainstream economics—value the-
ory, price theory, capital theory, monetary theory, and business
cycles.

Fortunately, Man, Economy, and State points the way out of
this morass of confusion, which threatens permanent and
wholesale marginalization of all branches of Austrian econom-
ics. Every page of Rothbard’s treatise is imbued with a profound
awareness that the causal-realist theoretical system that he was
expounding was in the mainstream of an international eco-
nomic tradition that originated in the Marginalist Revolution.
His treatise thus was not intended as the program for a new het-
erodox movement or the revival of an old one; rather it repre-
sented an endeavor to reconstruct orthodox economics on the
unshakeable foundation of the praxeological method and to use
this method to substantively advance the theory. In a crucial
sense, economic science had temporarily lost its bearings and
was beginning to stray from its rich heritage and Rothbard
aimed at setting it back on course. Consequently, he never con-
ceded the mainstream of economic science to the disciples of
mathematical modeling and the positivist method, whom he
regarded as an irrationalist cult that had hijacked economics and
whose silly doctrines would sooner or later wind up in the dust-
bin of intellectual history.

Rothbard has been proven correct. Mathematical modeling
has revealed itself to be a vain and formalistic exercise incapable
of explaining the international currency crises, stock-market
and real-estate bubbles, and the global financial crises that have
wracked our world in the past two decades. It is increasingly
evident even to professional economists that the tortuous posi-
tivist detour has led to an intellectual dead end. Hence, bizarre
heterodox sects such as behavioral economics, experimental
economics, the “happiness” literature, neuro-economics, etc.,
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now abound. Some market-oriented economists have even
abandoned modern economic theory altogether for the less rig-
orous rhetoric and metaphors of Adam Smith’s “invisible hand”
and Hayek’s “spontaneous order.”33

The death knell is now tolling for the mathematical and pos-
itivist pretenders to the mainstream of economics. The time is
now ripe for Austrians to recover their rightful position as the
true representatives of the central tendency of modern eco-
nomic theory by affirming the praxeological method as the
research method of economics. The prodigious fruits of this
method stand before us in the integrated theoretical structure
expounded in Man, Economy, and State.

530f course the concept of the “spontaneous order” was only one of
Hayek’s many contributions. Most of these contributions were squarely
in the Mengerian causal-realist tradition and dealt with themes of mun-
dane economics such as capital theory, business-cycle theory, interna-
tional monetary theory, and comparative monetary institutions. For a col-
lection of Hayek’s most important works in these areas, see Prices and Pro-
duction and Other Works: FA. Hayek on Money, the Business Cycle, and the
Gold Standard, ed. Joseph T. Salerno (Auburn, Ala.: Ludwig von Mises
Institute, 2008). Also see Peter G. Klein, “The Mundane Economics of
the Austrian School,” Quarterly Journal of Austrian Economics 11, no. 3
(Fall 2008), for the argument that the notion of spontaneous order,
rightly understood, has roots in Menger’s causal-realist economics.



PREFACE TO REVISED EDITION

ONE OF THE UNHAPPY CASUALTIES of World War 1, it seems,
was the old-fashioned treatise on economic “principles.” Before
World War I, the standard method, both of presenting and
advancing economic thought, was to write a disquisition setting
forth one’s vision of the corpus of economic science. A work of
this kind had many virtues wholly missing from the modern
world. On the one hand, the intelligent layman, with little or no
previous acquaintance with economics, could read it. On the
other hand, the author did not limit himself, textbook-fashion,
to choppy and oversimplified compilations of currently fashion-
able doctrine. For better or worse, he carved out of economic
theory an architectonic—an edifice. Sometimes the edifice was
an original and noble one, sometimes it was faulty; but at least
there was an edifice, for beginners to see, for colleagues to adopt
or criticize. Hyperrefinements of detail were generally omitted
as impediments to viewing economic science as a whole, and
they were consigned to the journals. The university student,
too, learned his economics from the treatise on its “principles;”
it was not assumed that special works were needed with chapter
lengths fitting course requirements and devoid of original doc-
trine. These works, then, were read by students, intelligent lay-
men, and leading economists, all of whom profited from them.

[PUBLISHER’S NOTE: This “Preface to Revised Edition” is from the
1993 edition of Man, Economy, and State, published by the Mises Insti-
tute. ]
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Their spirit is best illustrated by a prefatory passage from
one of the last of the species:

I have tried in this book to state the principles of eco-
nomics in such form that they shall be comprehensible
to an educated and intelligent person who has not
before made any systematic study of the subject.
Though designed in this sense for beginners, the book
does not gloss over difficulties or avoid severe reasoning.
No one can understand economic phenomena or pre-
pare himself to deal with economic problems who is
unwilling to follow trains of reasoning which call for
sustained attention. I have done my best to be clear, and
to state with care the grounds on which my conclusions
rest, as well as the conclusions themselves, but have
made no vain pretense of simplifying all things.!

Since the brilliant burst that gave us the works of Wicksteed
(1910), Taussig (1911), and Fetter (1915), this type of treatise has
disappeared from economic thought, and economics has become
appallingly fragmented, dissociated to such a degree that there
hardly #s an economics any more; instead, we find myriad bits and
pieces of uncoordinated analysis. Economics has, first, been frag-
mented into “applied” fields—“urban land economics,” “agricul-
tural economics,” “labor economics,” “public finance economics,”
etc., each division largely heedless of the others. More grievous still
has been the disintegration of what has been confined to the cate-
gory of “economic theory.” Ultility theory, monopoly theory,
international trade theory, etc., down to linear programming and
games theory—each moves in its sharply isolated compartment,
with its own hyperrefined literature. Recently, growing awareness
of this fragmentation has led to vague “interdisciplinary” admix-
tures with all the other “social sciences.” Confusion has been
worse confounded, with resulting invasive forays of numerous
other disciplines into economics, rather than the diffusion of eco-
nomics elsewhere. At any rate, it is somewhat foolhardy to

IFrank W. Taussig, Principles of Economics (New York: Macmillan,
1911), p. vii.
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attempt to integrate economics with everything else before eco-
nomics has itself been made whole. Only then will the proper
place of economics among the other disciplines become manifest.

I think it fair to say that, with only a single exception (Lud-
wig von Mises’ Human Action), not one general treatise on eco-
nomic principles has appeared since World War 1. Perhaps the
closest approach was Frank H. Knight’s Risk, Uncertainty, and
Profit, and that was published far back in 1921. Since then, there
has been no book of remotely as broad a scope.

The only place where we can find economics treated with
any degree of breadth is in the elementary textbooks. These
textbooks, however, are sorry substitutes for a genuine Princi-
ples. Since they must, by their nature, present only currently
received doctrine, their work is uninteresting to the established
economist. Furthermore, since they may only boil down the
existing literature, they must of necessity present to the student
a hodgepodge of fragmented chapters, each with little or no
relation to the other.

Many economists see no loss in all this; in fact, they herald
these developments as signs of the enormous progress the sci-
ence has made on all fronts. Knowledge has grown so vast that
no man can encompass it all. Yet economists should at least be
responsible for knowing economics—the essentials of the body of
their discipline. Certainly, then, these essentials could have
been presented by this time. The plain fact is that economics is
fragmented precisely because it is no longer regarded as an edi-
fice; since it is considered a congeries of isolated splinters, it is
treated as such.

Perhaps the key to this change is that formerly economics was
regarded as a logical structure. Fundamentally, whatever the dif-
ferences of degree, or even of proclaimed methodology, eco-
nomics was considered a deductive science using verbal logic.
Grounded on a few axioms, the edifice of economic thought was
deduced step by step. Even when the analysis was primitive or
the announced methodology far more inductive, this was the
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essence of economics during the nineteenth century. Hence, the
treatise on economic “principles”—for if economics proceeds
by deductive logic grounded on a few simple and evident
axioms, then the corpus of economics can be presented as an
interrelated whole to the intelligent layman with no loss of ulti-
mate rigor. The layman is taken step by step from simple and
evident truths to more complex and less evident ones.

The “Austrian” economists best perceived this method and
used it most fully and cogently. They were the classic employ-
ers, in short, of the “praxeologic” method. In the present day,
however, the prevailing epistemology has thrown over praxeol-
ogy for methods at once too empirical and too “theoretical.”
Empiricism has disintegrated economics to such an extent that
no one thinks to look for a complete edifice; and, paradoxically,
it has falsified economics by making economists eager to intro-
duce admittedly false and short-cut assumptions in order to
make their theories more readily “testable.” Alfred Marshall’s
distrust of “long chains of deduction,” as well as the whole
Cambridge impetus toward such short cuts, has contributed a
great deal to this breakdown. On the other hand, verbal logic in
economic theory has been replaced by mathematics, seemingly
more precise and basking in the reflected glory of the physical
sciences. The dominant econometric wing of mathematical
economists also looks for empirical verifications and thereby
compounds the errors of both methods. Even on the level of
pure theoretical integration, mathematics is completely inap-
propriate for any sciences of human action. Mathematics has, in
fact, contributed to the compartmentalization of economics—
to specialized monographs featuring a hyperrefined maze of
matrices, equations, and geometric diagrams. But the really
important thing is zot that nonmathematicians cannot un-
derstand them; the crucial point is that mathematics cannot
contribute to economic knowledge. In fact, the recent conquest
of mathematical economics by econometrics is a sign of recog-
nition that pure mathematical theory in economics is sterile.
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This book, then, is an attempt to fill part of the enormous
gap of 40 years’ time. Since the last treatise on economic “prin-
ciples,” economics has proceeded a long way in many areas, and
its methodology has been immeasurably improved and
strengthened by those continuing to work in the praxeological
tradition. Furthermore, there are still great gaps in the praxeo-
logical corpus, since so few economists have worked at shaping
it. Hence, the attempt in this book to develop the edifice of eco-
nomic science in the manner of the old-fashioned works on its
“principles”—slowly and logically to build on the basic axioms
an integrated and coherent edifice of economic truth. Hyper-
refinements have been shunned as much as possible. In short,
Professor Taussig’s quoted statement of intention has been mine
also, with the addition that I have felt it necessary to include, at
pertinent points, refutation of some of the main opposing doc-
trines. This was especially needed because economic fallacy
prevails far more widely than in Taussig’s time.

I have indicated briefly that there has been one general trea-
tise since World War 1. Professor Paul Samuelson has written
rhapsodically of the joy of being under thirty at the time of pub-
lication of Keynes’ General Theory. I can say the same for the
publication of Ludwig von Mises’ Human Action in 1949. For
here at last was economics whole once more, once again an edi-
fice. Not only that—here was a structure of economics with
many of the components newly contributed by Professor Mises
himself. There is no space here to present or expound Mises’
great contributions to economic science. That will have to be
done elsewhere. Suffice it to say that from now on, little con-
structive work can be done in economics unless it starts from
Human Action.

Human Action is a general treatise, but not an old-style Prin-
ciples. Instead, it assumes considerable previous economic
knowledge and includes within its spacious confines numerous
philosophic and historical insights. In one sense, the present
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work attempts to isolate the economic, fill in the interstices, and
spell out the detailed implications, as I see them, of the Misesian
structure. It must not be thought, however, that Professor Mises
is in any way responsible for these pages. Indeed, he may well
differ strongly with many sections of this volume. Yet it is my
hope that this work may succeed in adding a few bricks to the
noble structure of economic science that has reached its most
modern and developed form in the pages of Human Action.

The present work deduces the entire corpus of economics
from a few simple and apodictically true axioms: the Funda-
mental Axiom of action—that men employ means to achieve
ends, and two subsidiary postulates: that there is a variety of
human and natural resources, and that leisure is a consumers’
good. Chapter 1 begins with the action axiom and deduces its
immediate implications; and these conclusions are applied to
“Crusoe economics”—that much maligned but highly useful
analysis that sets individual man starkly against Nature and ana-
lyzes his resulting actions. Chapter 2 introduces other men and,
consequently, social relations. Various types of interpersonal
relations are analyzed, and the economics of direct exchange
(barter) is set forth. Exchange cannot be adequately analyzed
until property rights are fully defined—so chapter 2 analyzes
property in a free society. Chapter 2, in fact, marks the begin-
ning of the body of the book—an analysis of the economics of
voluntary exchange. Chapter 2 discusses the free market of
barter, and the subsequent chapters treat the economics of indi-
rect—or monetary—exchange. Thus, analytically, the book
deals fully with the economics of the free market, from its prop-
erty relations to the economics of money.

Chapter 3 introduces money and traces the patterns of indi-
rect exchange on the market. Chapter 4 treats the economics of
consumption and the pricing of consumers’ goods. Chapters 5—
9 analyze production on the free market. One of the features of
this consumption and production theory is the resurrection of
Professor Frank A. Fetter’s brilliant and completely neglected
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theory of rent—i.e., the concept of rent as the hire price of a
unit service. Capitalization then becomes the process of deter-
mining the present values of the expected future rents of a good.
The Fetter-Mises pure time-preference theory of interest is
synthesized with the Fetter rent theory, with the Austrian the-
ory of the structure of production, and with separation of origi-
nal from produced factors of production. One “radical” feature of
our analysis of production is a complete break with the cur-
rently fashionable “short-run” theory of the firm, substituting
for this a general theory of marginal value productivity and cap-
italization. It is a “general equilibrium” analysis in the dynamic
Austrian sense, and not in the static, currently popular Wal-
rasian sense.

Chapter 10 expounds a completely new theory of monop-
oly—that monopoly can be meaningfully defined only as a grant
of privilege by the State, and that a monopoly price can be
attained only from such a grant. In short, there can be no
monopoly or monopoly price on the free market. The theory of
monopolistic competition is also discussed. And chapter 11 sets
forth the theory of money on the free market, along with an
extensive discussion of the Keynesian theories.

Having completed the theory of the purely free market, I
then turn, in the final chapter, to applying praxeological analy-
sis to a systematic discussion of various forms and degrees of
coercive intervention and their consequences. The effects of
coercive intervention can be studied only after fully analyzing
the construct of a purely free market. Chapter 12 presents a
typology of intervention, discusses its direct and indirect con-
sequences and the effects on utility, and sets forth a necessarily
brief analysis of the various major types of intervention, includ-
ing price control, monopoly grants, taxation, inflation, and
government enterprise and expenditures. The chapter and the
book conclude with a brief summary assessment of the free
market, as contrasted to interventionist and other coercive sys-
tems.
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For this revised edition, I have decided to keep the original
text and footnotes intact, and to confine any changes to this
revised preface. Professor Mises died in 1973, and the following
year, as luck would have it, the Austrian School of economics
that Mises had kept alive in an almost underground existence
burst forward into a spectacular revival. It is no accident that
this revival coincided with the virtual collapse of the previously
dominant Keynesian paradigm. Keynesians had promised to
steer the economy easily away from the recurring pitfalls of
inflationary boom, and recession and unemployment; instead,
they would insure permanent and stable prosperity, bringing us
tull employment without inflation. And yet, after three decades
of Keynesian planning, we faced a new phenomenon that can-
not even exist, much less be explained, in the Keynesian para-
digm: inflation combined with recession and high unemploy-
ment. This unwelcome specter first appeared in the inflationary
recession of 1973-74, and has been repeated since, the last time
being the recession of 1990—?

The Austrian revival of 1974 was also spurred by FA.
Hayek’s receiving the Nobel Prize for economics that year, the
first free-market and nonmathematical economist to be
accorded that honor. The economics profession’s obsession
with the Nobel reawakened interest in Hayek and in the Aus-
trian School. But this award to Hayek itself